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up just so much cash as they needed day by day and no more,
they were willing to lend the money at a rate of interest a little
below the rate yielded by bills. The brokers thus made a
profit, and since the cash called was mainly to make payments
from one bank to another, they would very commonly find that
they received as much cash on the one side as they had to pay
out on the other, and did not have to raise any fresh cash at all.

This practice, which had come into vogue between 1840 and
1848, transformed the bill brokers into dealers in money and
bills. They ceased to be mere intermediaries and became
investors in bills. At the same time they were the repositories
of all the spare money of the banking community. Balances
that would otherwise have been idle and unremunerative could
be lent without any loss of liquidity at a competitive rate of
interest. The pool of money so formed was very sensitive to the
factors of demand and supply.

There was a continuous flow of bills into the market. There
were still internal bills drawn to finance sales of goods by one
British trader to another (though these were already being
displaced by advances and overdrafts), and there was a great
and growing mass of bills drawn to finance international trade,
some in respect of British imports, others drawn on British
accepting houses or exchange banks in respect of goods moving
to any part of the world. This stream of bills was bound to be
subject to more or less irregular fluctuations (partly casual and
partly cyclical). Whenever it increased beyond what the banks,
in view of their cash reserves, were willing to hold, the banks
would call up money from the bill brokers. But the bill brokers
had no money ; they held only bills. They could not sell bills to
the very banks that were calling up cash. In fact they had to
rely on the Bank of England to rediscount bills for them. The
bill brokers had inherited the function that had formerly
belonged to the merchants of procuring a supply of cash at
need from the Bank of England, the lender of last resort.

By 1857 (though the greater part of the development of the
joint-stock banks was still to come) the characteristic differen-
tiation of function in the City of London was already well